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SUBJECT: JUNE 29-30 EUROPEAN COUNCIL: ECONOMIC ISSUES 

REF: A. LONDON 10953, B. LONDON 10978, C. LONDON 10981, D. 

BONN 11031, 

1 . SUMMARY: FOREIGN OFFICE OFFICIAL BRIEFED EMBOFF 
ON LONDON SUMMIT, IN MOST RESPECTS CONFIRMING 
REPORTING FROM EMBASSY LONDON. FRG WAS PARTICULARLY 
DISAPPOINTED OVER FAILURE TO REACH COMPROMISE 
ON TORUS. IN FRG VIEW COMPROMISE LANGUAGE ON TRADE 
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IN EUROPEAN COUNCIL STATEMENT CAN BE INTERPRETED AS 
AFFIRMATION OF LIBERAL TRADE POLICY. COMMISSION'S 
PROPOSED BORROWING SCHEME WAS OPPOSED BY FRG BECAUSE 
OF LINK WITH COMMISSION S EFFORTS TOWARDS MORE DIRIGISTIC 
INDUSTRIAL POLICY. FRG IS NOT CONSIDERING TWO-TIER 
SYSTEM FOR NEW EC MEMBER STATES. END SUMMARY. 
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2. TRADE POLICY: FREITAG, THE FOREGIN OFFICE DESK 
CHIEF FOR EC TRADE AND AGRICULTURAL POLICY, EXPLAINED 
THAT LAST PARAGRAPH IN EUROPEAN COUNCIL STATEMENT ON 
GROWTH, INFLATION AND EMPLOYMENT CONTAINED LANGUAGE 
DRAFTED BY HEADS OF GOVERNMENT THEMSELVES. HE 
ACKNOWLEDGED THAT THE SENTENCE ON TRADE COULD BE 
INTERPRETED IN TWO WAYS. THE FRG SEES THIS STATMENT AS 
AN AFIRMATION OF THE COMMUNITY'S LIBERAL TRADE POLICY. 

IF THE CONNECTION BETWEEN EMPLOYMENT AND LIBERAL 
COMMERCIAL POLICY IS READ IN LIGHT OF THE DOWNING 
STREET SUMMIT, THIS STATEMENT TOO CAN BE INTERPRETED AS 
SUPPORT FOR LIBERAL TRADE, BECAUSE AT DOWNING STREET IT 
WAS RECOGNIZED THAT A LIBERAL TRADING WORLD WILL BRING 
ABOUT GREATER EMPLOYMENT. THE FRENCH WOULD, OF COURSE, 
HAVE ANOTHER INTERPRETATION OF THIS COMPROMISE LANGUAGE, 
BUT FREITAG REGARDED IT AS A SUCCESS THAT FRENCH EFFORTS 
TO OBTAIN COMMUNITY ENDORSEMENT OF "CONTROLLED 
LIBERALISM" WERE BEATEN BACK. 

3. COMMUNITY BORROWING SCHEME: FREITAG CONFIRMED THE 
CONTINUED STRONG FRG OPPOSITION TO THE EC BORROWING 
SCHEME PROPOSED BY THE COMMISSION. HE POINTED OUT THAT 
THE FRG DID NOT WANT TO GIVE THE COMMISSION AN 
ADDITIONAL AREA OF LEVERAGE FOR DEVELOPING AN INTER 
VENTIONIST COMMUNITY INDUSTRIAL POLICY. THE FRG FEARS 
THAT THE COMMISSION WOULD FIND IT EASY TO MAKE LOANS 
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FROM THIS FACILITY FOR WHATEVER PROJECTS IT WANTS TO 
SUPPORT. AT MOST, THE FRG MIGHT BE WILLING TO SUPPORT 
SOME FORM OF FINANCING FOR PROIECTS WHICH ALREADY HAVE 
FULL EC-9 APPROVAL. IN ADDITION TO THE INDUSTRIAL 
POLICY ISSUE, THE FRG IS ALSO RELUCTANT TO OPEN UP 
ANOTHER ROAD BY WHICH THE EC CAN EXPAND ITS ACTIVITIES 
WITHOUT BEING LIMITED BY NEED TO OBTAIN FUNDS FROM 
MEMBER GOVERNMENTS. 

4. JOINT EUROPEAN TORUS: ACCORDING TO FREITAG, SCHMIDT 
WENT TO LONDON WITH THE HOPE OF REACHING A COMPROMISE 
WITH THE BRITISH ON A DEAL INVOLVING LOCATION OF THE JET 
PROJECT IN BAVARIA AND SOME SOFTENING OF THE GERMAN 
POSITION ON THE EUROPEAN UNIT OF ACCOUNT. HOWEVER, 

BRITISH INTRANSIGENCE PREVENTED ANY AGREEMENT. FREITAG, 
WHO WAS MUCH MORE PESSIMISTIC ON THIS SCORE THAN RUHFUS 
(SEE REF D), THEN CITED A REPORT IN JULY 5 GENERAL 
ANZEIGER WHICH STATED THAT THE OUTLOOK FOR THE JET 
PROJECT HAS SUNK TO ZERO AND THAT UNDER THESE CIRCUM- 
STANCES THIS PROJECT WILL BE UNDERTAKEN BY THE FRG ON A 
NATIONAL BASIS. 
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5. EC ENLARGEMENT: FREE MOVEMENT OF FOREIGN WORKERS 
FROM THE MEDITERRANEAN COUNTRIES WILL CERTAINLY POSE A 
MAIOR PROBLEM FOR THE FRG. FREITAG CONFIRMED THAT THE 
FRG WOULD HAVE TO INSIST ON A LONG TRANSITION PERIOD 
PRECEDING FULL FREEDOM OF MOVEMENT. HOWEVER, HE 
STRESSED THAT AT THE END OF THIS TRANSITION PERIOD THE 
NEW MEMBER STATES MUST BE TREATED AS FULL EQUALS 
WITHIN THE COMMUNITY. IT WOULD BE POLITICALLY 
IMPOSSIBLE FOR THESE STATES TO ACCEPT ANY FORM OF SECOND 
CLASS TREATMENT. BEYOND THAT, IT WOULD HEIGHTEN 
FRICTION WHICH ALREADY EXISTS IN THE COMMUNITY IF 
RESENTMENTS BASED ON DISCRIMINATION WERE ALLOWED TO 
BREW. WHILE THE FRG GAVE CONSIDERATION TO A TWO-TIER 
COMMUNITY SOME TIME AGO-THIS CONCEPT WAS COVERED 
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IN THE TINDEMANS REPORT-THERE HAS BEEN NO SERIOUS 
CONSIDERATION OF SUCH AN IDEA FOR SOME TIME. 

STOESSEL 
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